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TAXPAYER RELIEF ACT/Lifetime Limit on Lower Capital Gains Tax

SUBJECT: Taxpayer Relief Act of 1997 . . . S. 949. Dorgan amendment No. 517.
ACTION: AMENDMENT REJECTED, 24-75
SYNOPSIS: As reported, S. 949, the Taxpayer Relief Act of 1997, will provide net tax relief of $76.8 billion over 5 years ar

$238 hillion over 10 years. The cost will be more than offset by the economic dividend ($355 billion over 10 yea
that will result from balancing the budget in fiscal year (FY) 2002. This bill will enact the largest tax cut since 19@fiestd t
tax cut since 1986. It will give cradle-to-grave tax relief to Americans: it will give a $500-per-child tax credit, edagatbtief
savings and investment tax relief, retirement tax relief, and estate tax relief. Over the first 5 years, approximatelyrtitisreé-f
the benefits will go to Americans earning $75,000 or less. It will eliminate a third of the increased tax burden imposei9By the
Clinton tax hike, which was the largest tax hike in history.

The Dorgan amendmentwould impose a $1 million per person lifetime limitation on the amount of capital gains that would b
subject to the lower capital gains taxes in this bill. (The bill will lower the capital gains tax for individuals in thedrs-pet
bracket to 10 percent, and it will lower it for individuals in higher tax brackets from 28 percent to 20 percent. Incdheedaten
of depreciable real estate, to the extent it would have been treated as ordinary income, will be taxed at a 24-pereerdateate. Tl
on collectibles will remain 28 percent. The maximum exclusion of gain from the sale of a principal residence will be tocrease
$250,000 (or $500,000 for married couples filing jointly) from $125,000. The exclusion will be allowed for anyone who fed occur
the property for at least 2 of the previous 5 years. No limits will be placed on the number of exclusions that an indivadual wi
eligible to take. Provisions to lower the capital gains tax on small businesses will also be enacted.)

Those favoringthe amendment contended:

Most of the people who will benefit from the capital gains provisions in this bill will be of modest means, but most &fiitise ben
from those provisions will go to the wealthiest 1 percent of Americans. We are very happy to give relief to Americans of moc
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means, but wealthy people just do not need the help, and giving it to them in the manner suggested will likely lead &ezven gre
market distortions than our colleagues are trying to correct. Therefore, we have proposed the Dorgan amendment, whidp would app
the lower rates to the first $1 million in capital gains earned in a lifetime. This limitation would not affect the capstebgeelief

that this bill will give to most Americans, because 89 percent of the beneficiaries of this tax cut have less than $Do40 in a
capital gains income. The top one-half of 1 percent of Americans, however, have $200,000 in annual capital gains incathe. They w
get fully half of the tax relief from the capital gains tax cut. The Dorgan amendment we believe is more than generotisho these
Americans. It would give them tax breaks until they hit their $1 million lifetime caps, and then they would pay the cpereen28

That rate, we remind our colleagues, is already lower than their income tax rate, so they already have ample incenthgirto plow
money into investments instead of taking it as earned income. Our colleagues tell us that if we do not lower the taxérrieteryo
people will sit on their investments to avoid any tax at all, and the market will be distorted. We believe that it is inthatlike

we drop the tax rate for rich people, the disparity between their income tax rate and their capital gains tax rate valtiibato g

they will hire armies of accountants to figure out how to turn their earned income into capital gains. This fear is bpeddraegx

before the 1986 tax reform, rich people did exactly that. Another point that needs to be made is that if we lower tfor tachrate

people so that they can keep rolling their money over into new investments, thereby creating new jobs, we will need to get more
income from people who are not rich. If we keep the taxes high on average Americans, those average Americans will never have th
opportunity to accumulate capital and themselves invest and create new jobs. The Dorgan amendment would not eliminiate the benef
for rich people; it would only cap it. It is a fair proposal that merits our support.

Those opposinghe amendment contended:

We have one major objection to this amendment and two lesser objections. The major objection is that it defeats the enain purpos
of a capital gains cut, which is to free up capital that is locked in mature investments. Every capital gains cut tha¢ihastbeen
has led to huge new capital gains tax collections and economic, including job, growth. This paradoxical result is doktbathe fa
no taxes can be collected if assets are not sold, and when taxes are high people are more likely to keep their asagtstthawoid
they are when taxes are low. A recent survey of millionaires found that they either became wealthy from starting bugiomsses or
inheriting money from people who started businesses. Wealth is created by entrepreneurship. People who are willinditegut their
savings on the line to push new businesses are the main cause of economic growth. Such people are rare, and thosemneho succeed a
become wealthy are even rarer. Once they are wealthy, they do not lose the entrepreneurial spirit, but they oftennséiatth their
anyway instead of selling their businesses and starting new enterprises because the tax is so prohibitive. Such weaidéwyrentrepr
are still the main source for new companies and new jobs, but they start those companies by borrowing money, which limits their
growth because they start under a debt burden. The two lesser objections we have to this amendment are that it isviitbonsistent
our colleagues' professed desire to increase the capital gains' exclusion for small business stock to $20 million fiemh $46 curr
million, and that it would be an administrative impossibility for the Internal Revenue Service to keep track of indivietiiag' li
capital gains earnings. We recognize and appreciate how strongly our colleagues feel on this issue, but their amendment would
seriously weaken the benefits of the capital gains reform proposals in this bill. We accordingly urge the rejection oathe Dorg
amendment.



